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Answer any FOUR (4) of the EIGHT (8) questions provided 
All questions are of equal value 


Outline the significance of the GFC for financial regulatory authorities around the world. 
Why has the Australian financial system suffered a lesser impact than other developed 
economies? 


Define ‘interest rate risk’. Explain the two types of interest rate risk. Explain duration and 
bond properties and describe how an investor with a given holding period can use 
duration to reduce interest rate risk? 


Using a diagram, describe the effects an RBA intervention in foreign currency markets 
would have on the money supply and interest rates. Using two examples, explain how 
and why the RBA would sterilise these actions. 


To what extent do changes in the stock market reflect broader changes in economic 
activity? 


What is meant by the phrase “adverse selection” in insurance? Explain using two 
examples of insurance markets. 


How do interest rates serve an allocative function in the economy? 


Explain the economic function of the money markets and identify the most important 
money-market securities. 


Define the concept “marketability”. Why is marketability considered essential in 
determining offering rates? 
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